Development Activity Highlights
and Five-Year Forecast (2008-2013)

Prepared by:

City of San Jose
Department of Planning, Building and Code Enforcement
February 2008



Development Activity Highlights
and Five-Year Forecast (2008-2013)

For more information, please contact.

City of San Jose
Department of Planning, Building and Code Enforcement
Planning Division
200 East Santa Clara Street
San Jose, CA 95113
(408) 535-3555

This report and other information can be found
on the Planning Division web site:

http://www.sanjoseca.gov/planning



Section

I
11
111

IV

V1

VIl

Development Activity Highlights

and Five-Year Forecast (2008-2013)

TABLE OF CONTENTS
Title Page
PUEPOSE «cveeecscsessaeressnssssssssessassssnssssasssasssssssssssssssssssssssssssesssses A-1
SUIMMATY «vevereressscseeserssssnssssssssssssssssasssssssasssssssstsessssssassnsasesss A-1
Five-Year Forecast (2008-2013) c.ccccececrrccsnrcscnnscssansssnnssaneeee A-3
Construction Taxes and EXemptions ....cccccceeecsencsanssanssnsaces A-5
Major Development Activity Data .ccceecceecucescssnsensnscssasensencs A-6
RESIACTILIAL eevssessssseesssnesssssssssssssasssnsssasssssasssssanssssassassansssssssssasss A-7
COMMETCIAlvresssssessrsssssssssssssssssssnsssasssssnssssssssssasssssanssssanssssssssses A-11
THLAUSTT IOl veessssssesssssesesssnsssssssssssassesssssssssssasssssssssssssasassssssssssssanes A-14
Major Development Activity Maps (Planning Areas) ....... A-15
ALVISO everssssssssssssasssssnsssssssssssssssssssssssssasssssssssssssssasasesssssssssssssess A-16
INOTEN cveerensssessssssssesssasssssssssssssssssssssssnsssassssasssssssssasssssessasssasssssess A-17
BETTYESS esssssssssssssersassssssssssssasssensussssssnsnsssaststasssssasasnsnssassssssses A-18
CONITAL cevrrrresssssssssssusssssesessssssssnssssasssssssssnsansnsanssssssassassnsassnsncanse A-19
~ Alum ROCK evvevessessssesessessrssssssssssssssssassassssnsassasssssessssnsassnsansnssesass A-20
WSt VALY coreessssesseresnsssssssssasissssesesssasassnsnssssasassasasassasasasansnsss A-21
WHLLOW GLET cerseervesssssssssssssssasssnssssssasassssssassssssssansssansssssssssssnsssas A-22
SOULN evvereessessssssssssessssssassasssssssssssssssssssassssssssssssessasssnsssasssnssassases A-23
EVOTGree unsusususssensssssnssssssssesssssssnssssnssssssussacsssssssssasassasnanssasssees A-24
CaAMDBIIAN/PILONEET evvrrerssrsssssssssssssssnsasssssassssssssanssssssasssssssssssases A-25
EAEIVALE «everssssssessesssssssssssssssssssssssssssssassassssssssssnsasassssssassasssssses A-26
COYOLE earerssssssssssssansrsssasassssssassssssasassasnsnsassscssscscssssasasasnssasssssasass A-27



Development Activity Highlights
and Five-Year Forecast (2008-2013)

I. PURPOSE

The Development Activity Highlights and Five-Year Forecast (2008-2013) is a report
issued annually by the Department of Planning, Building and Code Enforcement. The
report serves several functions. First, the report assists the Office of the City Manager
in estimating future construction-related tax revenues that generate funds for the City’s
Capital Improvement Program. Second, the report provides City policymakers and
staff with key data for periodic assessment of the rate, type, and location of
development activity in San Jose. Lastly, the report is a tool for distributing
information on major development projects to members of the general public.

II. SUMMARY

Development activity levels are presently undergoing a sharp reversal of the trends that
had held throughout this decade. Residential construction levels, which remained
steady during and beyond the last recession in 2001, are faltering in the face of
economic challenges more specific to the housing sector and potentially more severe
and widespread than those experienced during the “dot com bust”. In contrast, non-
residential construction is now rebounding to levels not seen since that time. In the
short term, this concurrent “rise and fall” of activity should yield an overall flat
building permit valuation of $875 million in fiscal year 2007/08—a dip of just 3% from
the prior year. However, due to expectations for modest improvement in residential
activity in the years ahead, permit valuation is forecast to rise and hover around the $1
billion mark over the remainder of the five-year forecast period. The following
summary discusses current development activity and trends for each major land use
category (residential, commercial, and industrial), providing some insight as to what
may occur over the forecast period (2008-2013).

Residential Development

. New housing production in San Jose exceeded 4,000 dwelling units per year
during the late-1990’s, and then declined to an average of 3,000 units per year
from 2001-2007. However, production by unit type (i.e., single-family vs. multi-
family) varied considerably over this time. Most recently, single-family
construction fell 33% to a 17-year low during fiscal year 2006/07, whereas
multi-family activity surged over 50% to a 4-year high. In total, building
permits were issued for 3,214 units, just above the staff forecast (3,000 units).

o Staff forecasts that residential construction activity will rapidly decelerate in '
the near term, as declining home prices, rising unsold inventory, the ongoing
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“credit crunch”, and a growing threat of recession all weigh heavily on the
housing industry. As such, the number of new dwelling units is expected to
reach just 1,750 units in fiscal year 2007/08—a 45% year-over-year decline
and a 15-year low.

Following a short-term slowdown, staff anticipates that residential construction
activity in San Jose will return to more normal, long-term levels, reaching a
moderate rate of 2,750 units per year over the five-year forecast period. This
forecast improvement is based on a significant unmet regional demand for
housing, as evidenced by extraordinary strength in current development
application and entitlement activity, which has already set a 10-year high in
fiscal year 2007/08. Future development will consist primarily of higher
density housing in strategic infill locations, including the Greater Downtown
area, North San Jose, and Specific Plan areas. The development trend of mid-
rise or high-rise housing in Downtown and North San Jose is well underway,
with more than half a dozen projects in each area currently under review or
construction.

Commercial Development

After a five-year-long boom in commercial construction activity that spanned
the late-1990's to early 2000’s, at which time total permit valuation averaged
over $500 million per year, activity since 2003 has consistently amounted to
less than half that level. Further, activity in recent years has been comprised
almost exclusively of retail projects, including major renovation/expansion of
the Oakridge and Eastridge shopping centers, redevelopment of Plaza de San
Jose (at Story and King Roads), and construction of San Jose Marketcenter (at
Coleman Avenue and West Taylor Street). In fiscal year 2006/07, commercial
permit valuation amounted to just $214 million, well below the staff forecast of
$275 million.

Staff forecasts that commercial construction activity will reach a 6-year high
during fiscal year 2007/08, with total permit valuation amounting to $350
million. In contrast to the past dominance of retail (noted above), this activity
level will be driven by resurgence in office construction. Specifically, Legacy
Partners’ recent groundbreakings on its Riverpark Towers and America Center
projects (in Downtown and along Highway 237, respectively), coupled with
BEA Systems’ occupancy of the long-vacant “Sobrato building”, have in fact
already pushed year-to-date valuation to over three-quarters of this forecast

figure.
For the five-year forecast period, overall commercial construction activity is

expected to be moderate and stable. A prime example of the continuing health
of retail is the recently approved major expansion of Valley Fair Shopping
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Center that would make it the largest shopping mall in the Bay Area.
Additional development is expected in Greater Downtown and North San Jose
in support of new housing growth in these areas. This trend is evidenced by a
Whole Foods Market planned immediately adjacent to residential
redevelopment (per the Midtown Specific Plan) along The Alameda.

Industrial Development

° Like its commercial counterpart, industrial construction activity nearly reached
an astonishing $500 million per year in permit valuation over the five-year
period of 1997-2001. Since that time, however, activity has registered just a
small fraction of that figure, reaching a low point under $100 million per year
in the two years immediately following the dot com bust. By comparison, the
activity in fiscal year 2006/07, totaling $235 million, fell in a relatively
moderate range in-line with the staff forecast ( $225 million). At the same time,
tenant improvements were quite robust, eclipsing last year’s respectable total
by 13% and setting a 6-year high, double the level just a few years earlier.

. Staff forecasts that industrial construction activity will remain moderate during
fiscal year 2007/08, with total permit valuation once again estimated to reach
$225 million. Most notably, Cadence Design Systems is in the midst of
construction of a five-story, 208,000-square foot building at its headquarters on
Montague Expressway. And just about 1.5 miles due east of Cadence, within
the International Business Park, several major tenant improvement projects are
underway, including the complete renovation and seismic upgrade of an
80,000-square foot BD Biosciences facility on Qume Drive.

. Activity levels for industrial construction will likely remain modest over the
forecast period. Various concerns, including slowing employment growth, high
energy costs, and waning business and consumer confidence have placed a
cloud of uncertainty over the prospects for near-term expansion of industrial
space. Until this cloud begins to dissipate, property owners are unlikely to
venture much beyond relatively limited investments in existing buildings.

III. FIVE-YEAR FORECAST (2008-2013)

The Department of Planning, Building and Code Enforcement’s five-year forecast of
development activity is summarized in Tables 1 and 2 (next page). Construction is
expected to remain flat during fiscal year 2007/08 at $875 million in total permit
valuation, and then rise modestly to approximately $1 billion in future forecast years.
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Table 1
Construction Valuation: FY 02/03 to FY 12/13

Fiscal Year 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 1112
Actual Valuation' (in_millions) Projected Valuation (in millions)

New Construction
Residential $437 $405 $443 $345 $364 $200 $325 $350 $400 $350 $325
Commercial $175 $79 $83 $101 $83 $200 $200 $200 $200 $200 $200
Industrial $3 $23 $33 $24 $89 $100 $100 $100 $100 $100 $100
Subtotal $615 $508 $559 $470 $536 $500 $625 $650 $700 $650 $625
Alterations
Residential $122 $88 $93 $89 $88 $100 $100 $100 $100 $100 $100
Commercial $146 $136 $138 $110 $131 $150 $150 $125 $125 $125 $125
Industrial $79 $64 $113 $129 $146 $125 $125 $125 $125 $125 $125
Subtotal $346 $288 $343 $327 $365 $375 $375 $350 $350 $350 $350
GRAND TOTAL $961 $796 $903 $797 $901 $875 $1000 $1000 $1050  $1000 $975
Tax Exemptions
Residential * g - % ki $(50) $(50) $(50) $(50) $(50) $(50)
Commercial * & i 4 % $(25) $(25) $(25) $(25) $(25) $(25)
Industrial i " = * . $(25) $(25) $(25) $(25) $(25) $(25)
Net Total (Taxable) $775 $900 $900 $950 $900 $875

*Note: Data on actual tax exemptions not available at the time of this report.
'Valuation figures adjusted to 2007 dollars, per Bureau of Labor Statistics Consumer Price Index (CPI), San Jose-San Francisco-Oakland, all items index

Table 2
Residential Units and Non-Residential Square Footage: FY 02/03 to FY 12/13

o

Fiscal Year 02/03 03/04 04/05 06/07 07/08 08/09 09/10 10/11 11/12
Actual' Projected

Residential (Units) ‘
Single-Family 736 782 962 814 545 250 250 500 500 500 250
Multi-Family 2,910 1,927 2,331 1,701 2,669 1,500 2,250 2,500 3,000 2.500:::1:2,250
TOTAL 3,646 2,709 3,293 2/515 3,214 1,750 2,500 3,000 3,500 3,000 2,500
Non-Residential (sq.ft., in thousands)

Commercial 500 500 750 750 1,000 1,250 1,500 1,500 1,500 1,500 1,500
Industrial 0 150 250 250 250 500 750 750 750 750 750
TOTAL 500 650 1,000 1,000 1,250 1 ,750 2,250 2,250 2,250 2,250 2,250

INOTE: Data on residential units based on the Building Division's Permit Fee Activity Report.
Data on non-residential square footage estimated based on construction valuation in the Building Division's Permit Fee Activity Report.




IV. CONSTRUCTION TAXES AND EXEMPTIONS

The City of San Jose imposes a series of construction-related taxes that are generally
used to finance the construction and improvement of facilities and infrastructure
systems that provide capacity beyond the needs attributed to a particular development.
These taxes are in addition to cost-recovery fees charged for processing and reviewing
applications for development approvals and permits. The largest construction-related
tax revenue sources are described below.

Building and Structure Construction Tax

The Building and Structure Construction Tax is imposed upon the construction, repai,
or improvement of any building or structure where a building permit is required (except
for authorized exemptions- see below). The proceeds from this tax are restricted in use
to the provision of traffic capital improvements on major arterials and collectors, the
acquisition of lands and interest in land, and the construction, reconstruction,
replacement, widening, modification and alteration (but not maintenance) of City
streets.

Construction Excise Tax

The Construction Excise Tax is imposed upon construction, alteration, repair, or
improvement of any residential or commercial structure (except for authorized
exemptions- see below). The tax does not apply to industrial development. This is a
general purpose tax that may be used for any “usual current expenses” of the City. The
City Council has historically used the majority of these funds for traffic infrastructure
improvements.

Residential Construction Tax

The Residential Construction Tax is imposed upon any construction of a one-family
dwelling unit or multi-family units or any mobile home lot in the City. This tax is
collected and placed in a fund used to reimburse private entities that have constructed a
portion of an arterial street that is wider than what is normally required in connection
with residential development. The funds are also used to construct median landscaping
and other street improvements.

Exemptions

Certain construction-related tax exemptions are provided in San Jose. These
exemptions apply only in certain areas and/or to certain types of land uses, and are
generally designed to accomplish one of the following objectives:

1 Reduce the economic constraints involved in the development of housing
in high risk areas and/or housing for very-low income households;
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2, Implement a separately administered funding arrangement that finances
infrastructure and public service needs in an area only with revenue generated
by development in such area (e.g., Evergreen Specific Plan Area); and,

3. Provide exemptions required by State or Federal law (e.g., hospitals, churches).

Planning staff estimates that $100 million in construction valuation will be exempted
each year over the forecast period, or approximately 10% of total valuation during this
time (see Table 1 on page 4).

V. MAJOR DEVELOPMENT ACTIVITY DATA

Planning staff has collected a significant amount of data on development activity,
which is the foundation for the five-year forecast contained in Section III of this report.
These data focus on recent “major” projects with the highest likelihood to have the
most significant impact on the forecast. Major projects are defined as residential
projects greater than 50 dwelling units, commercial projects greater than 25,000 square
feet, and industrial projects greater than 75,000 square feet. This data collection effort
has identified approximately 35,000 dwelling units and 17 million square feet of non-
residential space submitted for Planning approval since January 1, 2004.

The development activity data on the following pages is first divided into three major
land use categories-- residential, commercial, and industrial. Then, individual projects
are divided into four subcategories based on project status-- projects completed,
projects under construction, approved projects (construction not yet commenced), and
projects pending City approval.
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VI. MAJOR DEVELOPMENT ACTIVITY MAPS (PLANNING AREAS)

San Jose is divided into a total of fifteen (15) planning areas (see Figure 1, below). The
individual planning area maps that follow include projects in all status categories
submitted since January 1, 2004. These maps can be used in conjunction with the data
contained in Section V of this report to allow closer analysis of the rate, type, and
location of major development activity in the City. (Note: map exhibits are not
provided for the Almaden, San Felipe, or Calero planning areas as no major
development activity occurred there and/or these areas are outside the City’s Urban
Service Area and Urban Growth Boundary).

Figure 1: San Jose Planning Areas
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North Planning Area
Major Development Activity

Residential Projects

Vista Montana Park
Renaissance Housing
Baypointe Housing
Baypointe Mixed Use
Northpointe Mixed Use
Riverview Mixed Use
River Oaks Housing
Crescent Park Apts

River Oaks Condos

10 Hyundai Site Mixed Use
11 Seeley Housing

12 Airport Parkway Condos
13 Century Center Mixed Use
14 Fourth Street Apts

15 Sonora Townhomes

16 Rosemary Housing

OCoO~NOOGORWN -

Total Dwelling Units= 9,881

Commercial Projects

Target Stores

Hotel Sierra/Retail @ First
Northpointe Mixed Use
Riverview Mixed Use
Crescent Park Apts

Total Commercial Sq.Ft.= 459,000

I Industrial Projects

22 The Office @ First

23 Cadence Design Systems
24 Campus @ North First

25 Legacy on 101 Office

26 eBay

27 Skyport Plaza (Phase 2)

28 ACM Aviation Hangar/Office
29 FMC Site

Total Industrial Sq.Ft.= 6,670,000



Berryessa Planning Area
Major Development Activity
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Commercial Projects

| Residential Projects

8 Morrill/lLandess Commercial

1 Autumnvale Townhomes
2 Oakland Road Condos

9 Christian Community Church

10 Costco Wholesale

3 Hampton Park Townhomes

11 Lowe's Home Improvement
12 Markovits & Fox Mixed Use
13 Flea Market Mixed Use

4 The Villas/Courtyards Condos

5 Markovits & Fox Mixed Use

6 Creekside Condos

7 Flea Market Mixed Use

642,000

Total Commercial Sq.Ft.

Total Dwelling Units= 2,831
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Central Planning Area
Major Development Activity
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Residential Projects

Modern Ice Townhomes
Goodwill Housing
Viridian at Bernal Park
Tenth & Hedding Condos
North Tenth Street Housing
Westmount Square Apts
Corp Yard Mixed Use
Ajisai Gardens Condos
Vendome Place

Morrison Park Condos
Park View Towers

The Carlysle Condos

The Globe Condos

Axis Condos

Market Street Mixed Use
The 88 Condos

City Front Square Condos
Riverpark Condos

Three Sixty Condos

20

Casa Feliz SRO

Autumn Terrace at College
22nd & William Housing
Autumn Terrace at Bonita
Fiesta Senior Apts
Village Square Condos
San Carlos Mixed Use
Fifty One Condos

Park Avenue Lofts
Delmas Place Condos
Monte Vista Condos
Race Street Housing
Virginia Terrace Condos
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Commercial Projects

Corp Yard Mixed Use
Bellarmine College Preparatory
San Jose Marketcenter

Whole Foods Market

Adobe Systems

The 88 Condos

City Front Square Condos
Riverpark Towers I

Vietnam Town Shopping Center

Total Commercial Sq.Ft.= 2,269,000

Bella Castello at Kelley Park Apts

Art Ark Apts
South 2nd Mixed Use

Skyline at Tamien Station Condos

Total Dwelling Units= 8,237
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Alum Rock Planning Area
Major Development Activity
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12 Green Acres Mixed Use
13 Flea Market Mixed Use

14 Mabury Storage
15 Newbury Park Mixed Use

16 Regional Medical Center
17 Eastgate Commercial

18 The Home Depot

Commercial Projects

)
0w n °
w o9 &
QcTE 0 o
o o N oCcCgo o 92
(7] WDV OCLT (=
D8 eg 50¢€EC )
° EBGOBO nw C
DT OX- 000 Vwod
x2S OO 08T
=X € _Etohu:g
EE;-¥00 © C 0
~ 0 83809
eS8 8509«
hx‘_n-zgn_",:gﬂ
E58TzsPsse s
— © > =0 —
:EO:, o 3 El-m
§RESREEEELE
9353885888 G
rL=zoU0=-m0JduL
FrANMTNONDDO -
-

1,503,000

Total Commercial Sq.Ft.

Total Dwelling Units= 3,873
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Willow Glen Planning Area
Major Development Activity
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N -

e T T Fruitdale Apts

Fruitdale Station (Phase 2)
Leigh Senior Housing

Merrill Gardens Assisted Living
Bascom Senior Assisted Living
Willow Glen Place

o hsON =

Total Dwelling Units= 780
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South Planning Area
Major Development Activity

Residential Projects

Paseo Senter Family Apts
Fairgrounds Senior Apts
Almaden Walk Townhomes
Venetian Terrace Condos
Montecito Vista Mixed Use
Trumark Homes

Lewis Townhomes
Tuscany Hills

o~NOOGAEWN -

Total Dwelling Units= 1,845

I
il

SenteraRd

9 Senter Office/Retail
10 Senter/Quinn Retail
11 The Plant Shopping Center
12 West Tully Center
13 Tully/Monterey Retail
14 Extra Space Storage
15 Monterey/Umbarger Commercial
16 Public Storage

Total Commercial Sq.Ft.= 1,047,000
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Evergreen Planning Area
Major Development Activity

Commercial Projects

Beshoff MotorCars
Public Storage

Bay Area Self Storage
Aborn Storage Center
Paloma Centre
Evergreen Village Square

ounhsWN -

Total Commercial Sq.Ft.= 570,000
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Cambrian/Pibneer Planning Area
Major Development Activity
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Residential Projects Commercial Projects

1 Parkwood Homes 2 Whole Foods Market "

Total Dwelling Units= 202 Total Commercial Sq.Ft.= 73,000
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K.

Coyote Planning Area
Major Development Activity

ommercial Projects

1 Heritage Oaks Cemetery

Total Commercial Sq.Ft.= 380,000
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VII. APPENDIX: SOURCES
The Department of Planning, Building and Code Enforcement utilized a variety of
information sources in the preparation of this report. These sources are described

below.

Data Collection and Analysis

The Department’s development project database was the primary initial resource for
information on applications submitted to the City. Spreadsheets and Geographic
Information Systems (GIS) were also used to manage and display this empirical
information in a format that was more readily comprehended. Architectural drawings,
aerial photographs, and fieldwork were also used to evaluate site-specific issues that
could have affected the anticipated cost or timing of a project’s construction.

Planning staff conducted and/or participated in a series of interviews/discussions with a
variety of persons, including City staff processing development applications,
developers or their representatives, and others working in the development industry or
related fields, such as the City’s Office of Economic Development and Redevelopment
Agency. These discussions surfaced important information on specific development
projects as well as provided a forum for review of the economic assumptions
underlying the report’s five-year forecast.

Review of Publications

Planning staff consulted several publications that made an important contribution to the
preparation of this report, including: San Jose Business Journal and San Jose Mercury
News (various articles), the Silicon Valley Leadership Group’s Projections 2008, Joint
Venture Silicon Valley Network’s 2008 Index of Silicon Valley, the Association of Bay
Area Governments’ (ABAG) Projections 2007 and Regional Economic Outlook 2008-
09, Marcus & Millichap’s Market Research Reports (periodic), RealFacts’ Residential
Market Reports (periodic), and Commercial Property Service’s (CPS) RealNews
(quarterly).
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